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An Auditing Perspective of the 
Historical Development of Internal Control 
Willie Hackett and Sybil C. Mobley 
Florida Agricultural and Mechanical University 
It is conceivable that internal control preceded auditing and other elements of 
the accounting profession. Internal Control emerged as a common-sense, natural 
product of the profit motive. As soon as the first entrepreneurs contrived a 
method for making a profit, they contrived ways of controlling and protecting 
that profit. As soon as it was determined that profits could be expanded by the 
employment of others, it was recognized that complete trust was not the most 
profitable policy and that some form of control should be established. 
This paper recapitulates the findings of accounting historians who have studied 
the historical development of internal control; however, it should be recognized 
that the history of internal control is still being researched and documented. 
Early Beginnings 
Kenneth Most 1 has stated that there is concrete evidence that internal control 
existed i n the Mesopotamian civilization as early as 3600 B .C . Most points out 
that the Sumerians recorded commercial transactions on stone dating back to 
3600 B.C. and 400 years later on clay. It was customary for summaries to be 
prepared by scribes other than those who had provided the original lists of 
payments. Further, the documents of the period reveal tiny marks, dots, ticks, 
and circles at the side of the figures, indicating that checking had been performed. 
Wi l l i a rd Stone noted 2 that i n ancient Egypt, i n the Pharaoh's central finance 
department, the "house of silver of the treasury," internal control and auditing 
were i n use. Scribes prepared records of receipts and disbursements of silver, 
corn and other commodities. One recorded on papyrus the amount brought to 
the warehouse and another checked the emptying of the containers on the roof 
as it was poured into the storage building. A n audit was performed by a third 
scribe who compared these two records. A n official order was required for with-
drawals and the scribe i n charge of the storehouse recorded the disbursements 
and retained the order. H i s records of receipts, disbursements and inventory 
balances were periodically audited by another scribe or his superior. 
Stone gives an account of internal control i n the Persian civilization of 549 to 
330 B .C . H e reports that Darius (521-486 B.C.) used government scribes, called 
the "King ' s eyes and ears," to perform an important function i n the control of 
his extensive empire. For convenience of administration the empire was sectioned 
into satrapies each with a "satrap" as the civil administrator and tax collector. 
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Government of these provincial units was divided; the troops were under a 
general, and a royal secretary performed the duties of an internal auditor, re-
porting to the King's minister on the activities of the satrap and the general. The 
royal secretary accounted for taxes collected and remitted to the K i n g . 
The "King ' s eyes and ears," accompanied by a military escort, made surprise 
audits of the affairs of the provinces. These traveling government auditors were 
empowered to examine all records, question the satrap, the royal secretary, or any 
other officials and to take immediate corrective action if it was believed to be 
necessary. 
Extending his historical account, Stone points out that like the Persian Empire 
before it, the Roman Empire made effective use of accounting and auditing to 
control the generals of conquered territories. The counterpart of the "King's eyes 
and ears" were the "quaestors," who came into being about 200 B .C . They were 
financial officers responsible to Rome, who had custody of the treasury, super-
vised the scribes i n their duties of recording treasury receipts and disbursements, 
and examined the accounts of the governors of subjugated countries. The 
quaestors were required to report periodically to Rome and to have their records 
heard by an examiner. The word "auditor" came into use through this practice. 
The Roman Empire made use of a complete system of checks and counter-
checks. They separated the duties of collecting revenue, authorizing expenditures, 
maintaining custody of cash, and recording financial transactions. Expenditures 
were required to be supported by documents disclosing the identity and title of 
the creditor and attesting the completion of the work or receipt of the goods 
called for by the order. Magistrates authorized payment on the basis of these 
documents and after disbursement, treasury scribes recorded all transactions. 
Quaestors supervised and audited all government financial transactions. Tax 
examiners also were used i n Rome and played a prominent role i n the collection 
of government revenues. 
The Holy Roman Empire under the leadership of Charlemagne followed the 
example of the Persian and Roman Empires i n using government auditors to 
control the affairs of state. Missi dominici, "emissaries of the master," were sent 
to review the affairs of the various administrators. The emissaries carried instruc-
tions from Charlemagne to local officials, made audits of their records, reviewed 
their actions, and reported the results to the K i n g . Unfortunately for the Empire, 
after the death of Charlemagne (825 A . D . ) no strong organizer appeared to take 
his place and within one generation the missi dominici were disbanded, control 
of the local rulers was lost, and the Empire disintegrated. 
In the middle ages, accounting, along with the other arts, suffered a decline 
because of the general disorganized condition of government and the economy 
throughout Europe. Gradually, however, accounting was reestablished. 
R. Gene Brown 3 has pointed out that prior to 1500, accounting was concerned 
primarily with governmental and family units. The practice of internal control 
was evidenced by the use of two scribes who kept independent records of the 
same transactions designed to prevent defalcations within the treasuries of the 
ancient rulers. A secondary objective was assurance of accuracy i n reporting. 
Inventories were periodically taken to prove accountability and to establish the 
accuracy of the accounting records. 
D u r i n g the period 1500-1850, which L . Fitzpatrick, B. F . Foster and W i l l i a m 
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Jackson 4 have identified as the period in which a standardized system of double-
entry accounting became regarded as necessary, the recognition of the im-
portance of internal control also gained acceptance. 
1850 to 1940 
F r o m 1850 to 1905, the rise of the large corporation to permit exploitation of 
the technology produced by the Industrial Revolution was seen. The operation 
of the principal enterprises passed from the hands of the owners to those of the 
managers. T o protect the interest of the absentee owners a new professional class 
of auditors emerged, the independent auditors. 
R. Gene B r o w n 5 points out that although internal control was recognized as 
existing i n standardized systems of accounting, little interest was shown i n any 
systems of controls for assets other than that for cash, and not much attention 
was paid to internal control by the independent auditors. The built-in control 
inherent i n double entry accounting was often the only cross-check recognized as 
significant for all acounts. Because of this, the audits during the period 1850 to 
1905 usually involved rather complete reviews of transactions and the preparation 
of corrected accounts and financial statements. This was inefficient, expensive, 
and did not satisfactorily provide for strengthening of weak areas i n subsequent 
periods. The need for changes i n the accounting system to improve the accuracy 
of reported amounts and reduce the possibilities for fraudulent acts was obvious. 
A s the accounting system and the organizational structure were strengthened, 
and as the volume of transactions continued to grow, the technique of sampling 
became accepted practice for auditors. 
Brown points out that prior to 1905, a natural basis for l imit ing the amount of 
testing to be done in auditing would have been the improvements i n accounting 
systems, and consequently i n internal controls, which existed i n the larger corpora-
tions. However, it was not until the period 1905 to 1933 that auditors fully realized 
the importance of internal controls and the relation of strengths and weaknesses 
therein to their testing programs. 
Dur ing this period the literature began to reflect more fully the importance of 
internal control and its relation to the extent of audit testing to be done. Mont-
gomery and other authors including E . V . Spicer, E . C . Pegler, F . R. Carnegie 
Steele and De W i t t Car l Eggleston referred to the system of internal control as of 
primary concern to the independent auditor i n accepting the accounting data as 
being reliable, subject to the testing process. Brown notes that the literature was 
far ahead of actual practice. Practitioners continued to expand use of the tech-
nique of testing, but the decision as to the extent of testing was seldom directly 
tied to an appraisal of internal controls. 
In 1926, the N e w Y or k Stock Exchange's special Committee on Stock List 
campaigned for improvements in auditing. In 1929, the then American Institute 
of Accountants (now A I C P A ) undertook to revise the 1917 Federal Reserve 
Bulletin, "Approved Methods for the Preparation of Balance Sheet Statements." 
Of special significance i n this revision, which was titled Verification of Financial 
Statements, was the requirement that the extent of testing used i n an audit be 
based on an evaluation of the effectiveness of the system of internal control. In 
1930, the Institute established a Committee on Cooperation with Stock Exchanges 
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to formulate methods that would avoid a future repetition of the misleading finan-
cial reporting practices and poor quality of auditing that were a factor in the 
1929 stock market crash. 
A subsequent revision of the 1929 A I C P A pamphlet by a special Institute 
Committee, was issued under the title, Examination of Financial Statements by 
Independent Public Accountants, i n 1936. It included important sections on the 
philosophy of financial statements, their significance and limitations, and broad 
responsibilities of the auditor and the propriety of reliance on effective systems 
of internal control. 
However, the great impetus for the development and elaboration of the system 
of internal control came from those practicing as independent auditors, spurred 
by the fear of legal liability. Unl ike the jurisdictions under the British Legal 
System, the cases decided i n the United States held that although management 
has primary responsibility for the system of internal control, the auditor has a 
duty to review the client's system. This duty was firmly established i n the 
investigation of the M c Kesson and Robbins case by the S E C . The Summary of 
Findings and Conclusions (Accounting Series Release N o . 19) stated i n part: 
W e are convinced by the record that the review of the system of internal 
checks and controls at the Bridgeport offices of M c Kesson and Robbins was 
carried out in an unsatisfactory manner. The testimony of the experts leads 
us to the further conclusion that this vital and basic problem of all audits 
for the purpose of certificating financial statements has been treated i n 
entirely too casual a manner by many accountants. Since in examination of 
financial statements of corporations whose securities are publicly owned, the 
procedures of testing and sampling are employed i n most cases, it appears 
to us that the necessity for a comprehensive knowledge of the client's 
system of internal check and control cannot be overemphasized. 
The M c Kesson and Robbins case prompted great disagreement as to the 
auditor's responsibility for the detection of fraud and the significance of fraud 
detection as an audit objective. D u r i n g this period of disagreement, the use of 
testing as an audit procedure became generally universal and internal control 
gained wide acceptance as a basis for determining the extent of examination 
required. 
1940 to the Present 
The importance of internal control has continued to grow. Some of the con-
tributing factors have been: 
1. The increasing impossibility of a detail audit due to the high volume 
of transactions 
2. The need to reduce the cost of the external audit 
3. The increasing complexity and size of business required more sophisti-
cated control techniques to 
a. provide timely feedback on errors and fraud 
b. provide special analyses 
c. insure internal administrative controls 
4. The needs imposed by the multi-plant and branch nature of operations to 
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a. insure uniformity of accounting procedures and consistency of ap-
plications 
b. verify interplant transactions and profit center reports 
5. The external audit procedure has shifted from a review of past opera-
tions to a review of the system of internal control. A s a result, the 
reliance on the system of internal control continues to increase. 
Conceptual Development of Modern Internal Control 
A study of auditing textbooks over the past half century reveals that the con-
ceptual development of internal control has kept pace wi th developments i n the 
concept and practice of management and i n the complexity of the f irm. Excerpts 
from several editions of Montgomery's Auditing are presented in an effort to 
trace that development. 
The 2nd Edit ion of Montgomery's Auditing (1912) made no mention of the 
terms "internal control" or "internal auditing." However, the related term, in-
ternal check, was discussed. The emphasis was that of reliance on internal check 
by external auditors. It stated that "Such a system consists i n the accounting 
records, methods and details generally of an establishment being laid out i n such 
a way that no part of the accounts w i l l be under the absolute and independent 
control of any one person; that, on the contrary, the work of one employee w i l l 
be complementary to that of another; and that a continuous audit w i l l be made 
of the details of the business." This description identifies the scope of internal 
check as including both internal accounting controls and internal auditing. Six 
pages were devoted to a discussion of the system of internal check. 
Twenty-two years later, the 5th Edit ion of Montgomery's Auditing (1934) 
devoted seven pages to the discussion of the system of internal check and the 
internal auditing department. The term "internal control" was not yet in use. 
The definition of the system of internal check was substantially the same, en-
compassing both internal accounting controls and internal auditing. T w o pages 
were devoted to internal auditing under a separate subheading. The verification 
of detailed records and the safeguarding of assets was considered the function 
of the internal auditing department. The author's interest in this area continued 
to be the need to avoid a detailed audit. The independence of the audit depart-
ment was discussed. However, concern was only to the extent independence 
assures a system of internal check on which the external auditor can rely. 
Montgomery's 6th Edit ion (1940) introduced the word "control" as an exten-
sion of the term internal check and devoted six pages to the discussion of the 
system of internal check and control and to the internal audit department. In the 
6th edition, internal check was defined as the "arrangement of bookkeeping 
methods and procedures so that no part is under the absolute control of one per-
son; and the work of each person is complementary to that of another." This is 
a narrower definition than that given in the 5th edition as it excludes internal 
auditing. Again , internal auditing is discussed under a separate subheading. In 
discussing independence, the 6th edition recognized that, although theoretically 
internal auditing should be independent of the accounting department, i n practice 
the internal auditor generally reported to the chief accounting officer. The author's 
concern was again with the use of the internal check and control system as a basis 
for l imit ing the scope of the audit. 
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Internal Control was the topic of an eight-page chapter in the 7th Edition of 
Montgomery's Auditing (1949). A Statement of Audi t ing Standards had been 
issued by the Committee on Audi t ing Procedure of the American Institute of 
Accountants i n 1947 which established the evaluation of the client's system of 
internal control as one of the standards of field work. The standard stated: 
There is to be a proper study and evaluation of the existing internal control 
as a basis for reliance thereon and for the determination of the resultant 
extent of the tests to which auditing procedures are to be restricted. 
In addition, the following formal definition of internal control was published 
i n 1949: 
Internal control comprises the plan of organization and all of the coordi-
nate methods and measures adopted within a business to safeguard its 
assets, check the accuracy and reliability of its accounting data, promote 
operational efficiency, and encourage adherence to prescribed managerial 
policies . . . a "system" of internal control extends beyond those matters 
which relate directly to the functions of the accounting and financial 
departments.6 
These events i n part probably account for Montgomery's 7th edition treatment 
which reflected a broadening of the scope and function of internal control. The 
discussion covered such topics as budgetary and cost accounting systems, and the 
enhanced status of the internal auditor including the dual reporting responsibility 
to the controller and to the board of directors. In commenting on the growth of 
internal auditing, the 7th edition reported that " A s business expanded, the need 
was seen for centrally controlled policing of the accounting function of many 
organizations composed of numbers of dispersed units. This need is filled by the 
internal auditor's department. . . . The internal auditor also acts as the direct 
representative of the controller to investigate and report whether prescribed 
accounting policies, procedures, methods, and routines are followed." 
The internal auditor is presented as "an important element of internal con-
trol. . . . Internal control is greatly strengthened by a well-operated internal 
auditing group." 
The 7th edition substitutes the term "internal control" for the term "internal 
check." Absolutely no reference is made to internal check. The 7th edition also 
introduced the standard questionnaire for the evaluation of internal control as a 
"practical and useful device for investigating and recording the auditor's inquiries 
into the system of internal control ." 7 
In the 8th Edit ion of Montgomery's Auditing (1957), the treatment of 
internal control accounted for twelve pages. Based on the definition of the 
Audi t ing Procedure Committee of the American Institute of Certified Public 
Accountants, the concept of internal control was classified into three areas: in-
ternal administrative control, internal accounting control, and internal check. 
The authors cautioned that the committee's definition was "very broad" and 
questioned whether the independent auditor should be concerned with internal 
administrative control. 
W i t h the 8th edition, terminology becomes definitive in ways markedly differ-
ent from earlier editions. The term "internal control," having first been intro-
duced in the sixth edition (1940) as an extension of the already established term 
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"internal check," is now presented as the broader term. Internal accounting con-
trol and internal check are considered as components of internal control. As an 
auditing text, the interest i n internal control continued to be its adequacy for 
reliance on by independent auditors. Internal administrative controls are con-
sidered to be beyond the responsibility of the independent auditor in an examina-
tion leading to an opinion on the financial statements. 
The impact of the work of the internal auditor on the quality of the ac-
counting data is recognized: " In weighing the effectiveness of internal control, 
he (the independent auditor) w i l l give due consideration to the work of internal 
auditors. H e w i l l , of course, investigate procedures of the internal auditing group, 
just as he investigates other features of its control." 8 However, the principal 
thrust of the discussion on internal control was the concern of the independent 
auditor for all three areas of internal control and the similarities and differences 
i n the roles and approaches of internal and independent auditors. 
The chapter on internal control in the 9th Edit ion of Montgomery's Auditing 
(1975) is 25 pages long. The fact that the concept of internal control has changed 
is acknowledged. According to this edition, however, internal control still consists 
of internal administrative or operational control, internal accounting control and 
internal check. 
In this edition, internal control is presented i n a logical structure. Systemiza-
tion, competence and integrity, and documentation are named as the three condi-
tions of control. The forms i n which basic control operations appear are stated 
as outlined below: 
Forms of Validation 
Authorization 
Comparison 
Validity checking 
Forms of Completeness Checks 
Numerical sequencing 
Control totals 
Hold ing files 
Reminder files 
Forms of Reperformance 
Double-checking 
Pre-audit 
Disciplinary controls are listed as segregation of duties, restricted access, super-
visory controls, and internal audit (optional). 
In this edition, as i n the other editions, the concern is for determining the 
extent and nature of the audit by independent auditors. It is suggested that 
effective internal control may transform auditing from tests of underlying data to 
tests of controls. 
The term "internal operational control" is introduced as synonymous wi th the 
term "internal administrative control." It is very likely that it w i l l become the 
more widely used term. Whereas, in the 8th edition, the authors are explicit i n 
stating that internal administrative control is not the responsibility of the inde-
pendent auditor, they question the wisdom of this position i n the 9th edition. 
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In support of their opinion that someday the independent auditor w i l l be expected 
to evaluate operational controls, they state: 
There are many instances i n which operational controls affect the reliability 
of accounting data i n direct and indirect ways; . . . Since operational con-
trols can have a profound effect on financial position and results of opera-
tions and can, on occasion, substitute for accounting controls, they are an 
appropriate subject of interest to an auditor. . . . If he does understand 
operational controls, however, he w i l l be able to plan a more efficient and 
effective engagement by relying on the controls, where appropriate, and by 
recognizing the potential for problems if controls are weak. 9 
Internal audit, as a part of internal control, is deemphasized i n this edition. 
One paragraph is devoted to internal audit as a disciplinary control. However, a 
more lengthy discussion is provided i n a chapter entitled " W o r k i n g with a Client." 
Development of the Internal Audit Function 
The internal auditing function, which had its beginning as an internal check 
procedure used to avoid the necessity of a detailed audit by external auditors, has 
exploded. Once defined as "the verification of detailed records and the safe-
guarding of assets," it is now defined thus: 
Internal auditing is an independent appraisal activity within an organiza-
tion for the review of operations as a service to management. It is a 
managerial control which functions by measuring and evaluating the 
effectiveness of other controls. 1 0 
This growth has been described by Brink, Cashin and W i t t : 
The first internal auditing assignments usually originated to satisfy very 
basic and sharply defined operational needs. The earliest special concern of 
management was whether the assets of the organization were being pro-
tected, whether company procedures and policies were being complied wi th , 
and whether the financial records were reliable. . . . Over a period of time, 
however, this situation has changed a great deal. The operations of the 
various organizations were increasing steadily in volume and complexity. 
The managerial problems thus created have resulted in new pressures on 
higher level management. . . . A t the same time, the internal auditors 
themselves were perceiving the existing opportunities and were more and 
more initiating new types of service. Thus, internal auditors took on a 
broader and more management-oriented character. Because the earlier 
internal auditing was very much accounting oriented, this upward trend 
was felt first i n the accounting and financial control areas. Subsequently, 
however, it was extended to the non-financial areas.1 1 
The establishment of the Institute of Internal Auditors (1941) and the pub-
lication of Internal Auditing by Victor Z . Br ink (1941) must be viewed as 
significant events i n the growth of internal auditing as a unique function practiced 
by a large group with its own professional organization, code of ethics and other 
pronouncements, and professional certification. Once viewed only as a part of the 
internal control system, but now constituting a system within itself, internal 
auditing promises to become "the tail that wags the dog." 
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